DOCUMENT RESUME
05383 - (B0965920)

(Department of "oman Resources® Property Accounting and Control
Systea Is Ineffective]. March 29, 1978. 6 pE.

Report to Albert P. Russo, Director, District of Colusbia: Dept.
of Homan Resources; by Prank Hedico, Assistant Director, General
Government Div.

Contact: General Gowernment Div.
Organization Concerned: District of Coluambia.

The property accounting and control system of the
District of Columbia's Department of Human Resources {DHR) dces
not provide accurate and complete data on the quantities,
location, use, and cost of accountable property. An effective
prop=rty accountability and control systom for DRR is essential
becatse of the large amount of District and Federal grant funds
invested in accountable property; the high cost to purchase,
store, maintain, distribute, and control such property: and the
potentially adverse effect on program results and resource
management. DHR's system was ineffective becauase: acguisitions
of acccuntable property were not always recorded on the
Equipacnt Report Master List at the time of receipt; annnal
physical inventories of property were often not done: and
physical inventory results, when reported, were used to validate
the mister list without any independent review to insure that
the data were accurate and coaplete. DHR could nct accurately
deteraine how such propectty was owned, where it was located, or
how effectively it vas used; it could alsoc not deteraine how
much property had been lost, stolen, or destroyed. The Director
of DHR should: monitor the isplementation of new procedures
requiring all warehouse and progras personnel to promptly report
all property receipts and relocations, insure that annual
pPhysical inventory requirements are mst, and independently
verify or have an independent group verify the results of
physical inventories. (RRS)



UNITED STATES GENERAL ACCOUNTING JFFICE
WASHINGTON, D.C. 20548

GENCRAL GOVERNMENT . . .
DIVISION ‘

- March 29, 1978

Mr. Albert P. Russo
Director, Department of
Human Resources
District of Columbia Government

Dear Mr. Russo:

The General Accounting Office hus been studying how well stete and
Tocal covernments, including the District of Colunbia, nurchase guods
and services with Federal grant funds. Our work at the Depariment of
Huan Resources (DHR) disclosad that its property acccunting and control
system coes not provide acrurate and complete data on the quantities,
location, use, and cost of accountanle oroperty. Such cata are neces-
sar,/ for DHR to properly account for, maintain control Jver, and effec-
tively manage its multimillion doliar property inventory. Acccraing to
DHR's January 1978 Fauipment Report Master List (LRML}, it cwned over
34,000 proparty items valued at $14.2 miilion. The ERML is the
principal managemsnt tool used by DHR to account for and control
accountatle personal pruberty.

DHR's system was ineffaciive because (1) acquisitions of acrountable
breperty were not always recorded on the LRML at the Lime of receipt,
(2) annual physical inventories of Property were often not done, and (3)
physical inventory results, when reported, were used to validate the ERML
without any independent review to insure the data was accurate and
complete.

Tests of theaccuracy and completeness of property data on the LRML
showed that a large percentage of the items purchased with Federal grant
funds had not been recorded on the LRML and some items which were re-
corded could not be physically located by us or DHR personnel.  Also,
physical invertory ccunts identified property items which were in use
but not listed on the FRML.

Without an effective property accounting and control system, manage-
ment can only estimate procuiement needs and use of accountable property.
Faulty estimates could Tead management to make bad decisions concerning
program operations and resource allocation. Further, the absence of



controls over property makes it impossible for maragers to determine how
many of the 34,000 items have been lost, stolen, or destroyed. Since
property purchased with grant funds enters the system in the samé .manner
as all other property, ine ERML totals for property purchased with appro-
prieted vunds could also be 1n error. ’

) To attain better property ezccountability and control, DHR must

irsure that (1) all froperty is recoided on the ERML at the time of receipt,
(2) users comply with annual physical inventor¥ requirements, and (3)
vhysical inventory results ar» indepandently validated.

EACKGROUND

Although the Department of General Services (DGS) has the responsi-
bility Tor maintaining control over all District-owned property, DHR
manages its own property. DGS's Bureau of Materiel ' iagement provides
the policies and guidelines to departments for the acquisition, main-
terance, and disposal of property, but DHR h2, been delegated
responsibility for managing its own property inventories. In DHR, the
Chief, Supply Management Branch is the departmental accountable property
officer.

The supply management branch is responsible for producinc the ERML
and maintaining its accuracy and completeness. To meet this r_sponsibility
it relies entirely on: (1) warehouse reports (Form E8--Requisition and
Receipt) describing property received ana delivarec to the user; (2) pro-
gram ranagers' reports showing items received directly from a supplier
(Form 58) and changes in proparty accountability (Form 84 which reports
the Tess of property); and (3) annual physical inventory results.

Accountable preperty is defined by the Bureau of Materiel Management
as any article of personal property which: (a) is tangible and complete
in itself, (b) does not lose its identity or become a ccmponent part of
another article when in use, (c) is of a durable nature with an cxpected
service 1ife of over 1 year, and (d) has an acquisition unit cost of $100
or more. "

The recorded value of the 34,000 accountable personal property items
acquired by DHR was $14.2 million as of January 19, 1978. Approximately
2,800 of these items valued at $1.4 million were purchased with Federal
grant funds. The principal management tool used by the supply management
branch in accounting for and centrolling property is the ERML. DHR spends
nearly $90,000 per year to produce this property listing.



Representatives of the D.C. Auditor's Office and Office of MLn1c1pa1
Audit and Inspection have not recently audited DHR's property account.g
and control system and they do not plan to review this area in the near
future,

According to property managers, DHR does not have sufficient staff
to verify reported data. The effectiveness of DHR's property accounting
and control system therefore depends entirely on the warehouse and program
managers' reports on property acquisition and changes in accountability.

METHODS OF RECORDING PROFLRTY
ACQUISITION WERE INEFFECTIVE

Froperty records are incomplete if property is not recorded at the
time of receipt. Testing the accuracy and completeness of the ERYL for
property acquired by 21 mental health grant programs during fiscal years
1973 through 1976 showed that a significant percentage of the items were
not recorded at the time of receipt. Purchase records showed 413 property
items valued at about $120,000, but the ERML listed only 237 of these
items. Consequently, effect1ve accountability of and control over the
remaining 43 percent are lost until the items are subsequently identified
in a physical inventory and placed on the tRML. The 176 unrecorded items
valued at about $48,000 included 9 tape recorders cocting $1,916, 8 aix”
conditioners costing $1,179, and 11 typewriters costing $4,877.

vhe supply management branch could not record all property acquisi-
tions on the ERML at the time of receipt because the (1) program managers
did not always send Form 58's to the branch wnen direct deliveries were
received from vendors, (2) warehouse personnel did not report partial
shipments and deliveries of property until the remaining items were
receiveu and delivered to the users, and (3) warehouse had a backlog of
undelivered nroperty items and did not report them until the items were
delivered and signed for by program managers. Therefore, many items
cannot be accounted for or controlled until they are reported to the
supply branch.

To insure that property is recorded at the time cf receipt, DHR
property managers wrote new procedures requiring that all property be
reported to -the supply branch within 3 days of receipt. These procedures
included reporting requirements for direct deliveries of property to
program managers and property items received at the warehouse (full or
partial shipments). The new procedures went into effect on December 1,
1977. Also, new procedures for reporting property relocations were
established in March 1978.



PHYSICAL INVENTORIES WERE
INCOMPLETE AND UNRELTABLE .
R , ]

Tests of DHR's physical inventory practices and .a discussion with
supply management branch personnei indicated that many managers of grant,
programs have rot complied with physical inventory requirements., For
example, arnual physical inventories were often not taken. Also some
inventory reports used to update the ERML excluded items which were at
the Tocation inventoried but had not been recorded at the time of receipz:.
Further, the branch did not attempt to validate the physical inventory
results cven though it doubted the accuracy and completeness of these
counts. As a result, inaccurate and incomplete property records weakened
property control and management.

rhysical inventories of all accountable property are essential to
pveriodically validate the EKML. Aiso, an inventory serves to test the
adequacy of the procedures, such as those used to record acjuisitions of
property. For instance, if complete inventories had been taken as
required, the procedures which permitted the warechouse to delay the
reporting of nartial shipments of property until the full shipment was
reccived and deliverad might have been correcled sooner.

According to District regulations, an annual independent physical
count should be taken of all accountable personal property. To comply
with this requirement, the supply management branch annually furnished
each grant program manager with a Tist of the preperty for which they were
accountable. They were instructed to do a physical inventory of all
property and report the results, including any deletions or additions.
Supply management branch officials said they did not have sufficient staff
to routinely check that the physical inventories are taken or to validate
the physical inventory results reported by the users. According to the
ERML, many items had not bean inventoried for several years. Thus the
accuracy and completeness of the ERML rests primarily with those held
accountable for the property.

In testing the inventory practices, we selected and inventoried 84
items valued at about $20,000. According to the ERML, these items were
nurchased by one mental health grant program and located at three DHR
facilities. -~ The physical inventory showed that 16 of these property
items listed on the ERML--such as a projectcr costing $389 and 5 tape
recorders totaling $720--were missing from these loca%ions. It also
identified 43 pieces of property which had been tagged as DHR accountable
nroperty but not recorded on the ERML and 69 other property items which
appeared to be accountable property but had not been tagged. These sites
had not been physically inventoried since 1974.



According to the Director, DHR. a special inventory taken by DHR in

March 1978, located 11 of the 16 missing items, including 7 1toms
had been moved to new locations not recorded on the [RML. yive Gtoms
valued at 91,000, including three tane recorders totaling $430, could not
oe found.

Also, we randomly selected and inventoried 28 property items which
had been purchased by various federal grant programs. Three of these
items could not be found al the Tocation cited on the ERML, even though
the items had reportedly been inventoried in July 1976. The misuing
items were an electrocardioscope costing $1,100 and two artazrial and
venous moriitors totaling $2,250.

After discussing our results with supply maragement offic
informed us that program managers had been recuested to t
phiysical inventory, beginning in October 1977, and ihat
taken to irsure compliance with District regulations on inventories.
For example, ail program manegers were instructed by the Director of DHR
to get the inventory results reported by March 1, 1978. 1In the past verbdal
requests for these data were made by supply menzgers when the inventory
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results vere not reported on time, but ihe e requeste were oftoen ignored.
According to the Director, DHR, the physical inventury was still in prrog-
ress on March 10, 1973.

CONCLUSIONS
DHR did rot have a property accountability and control systom which

was capable of providing accurate and complete information necessary to

effectively manage and control its multimillion dellar property inventory.

Therefore DHR could not accurately determine how much property was owned,

where it was located, or how effectively it was used. Also, DHR could

not determine how much preperty had teen lost, stolen, or destroyed.

An effective property accountability and contrel systein for CHR is
essential because of the large amount of District and Federal grant funds
invested in accountable property; the high cost to purchase, store, main-
tain, distribute, and control such property; and the potentially adverse
effect of an ineffective system on brogram resulte and resource management,

DHR's past procedures involving receipt of property did not insure
that all property was recorded on the ERML at the time of receipt. Also,
the ERML data was not properly validated because annual physical inventory
requirements were not met and physical inventory iesults were not inde-
pendently reviewed. Consequently the [RML's effectiveness as a manaacment
tool for contrelling and managing property was diminished by its inaccuracy
and incompleteness.
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we recoimend that, to improve the effectiveness of DHR's property
sccountability and control system, the Directar:

~-fionitor the implementation of the new procedures requiring
all warchouse and pregram personnel to promptly report all
property receipts and relocations;

~=Insure that erinual physical iaventory requirements continue
to be net; and

-~Irdependently verify or have an independent group such as
the District's Office of Municipal Audit and Inspection
verify the rosults of physical inventories to insure that
all property is inventoried, the counts are accurate, and
adiustments are justified.

Copies of this report are being sent to the City Council, Mayor,
Otfice of Budget and Management Systiems, D.C. Auditor, Office of Municipal
hudit end Inspection, and Department of General Services.

We appreciated the cooperation of DHR officials and their willingness
to act on our findings. Please advise us of any additicnal actions taken
to correct the matters discussed in this letter.

Sincerely yours,
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Frank Medico
Assistant Director





